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KEY ECONOMIC INDICATORS 


1986 1987 1988 Proj. 
DOMESTIC ECONOMY 
Population (thousands) 22,824 23,004 23,120* 
Population growth (percent) 0.7 0.5 0.5 
National Income** (billion lei) 771.8 799.2 +9-10% 
Per capita NI, current lei 33,818 34,748 36,485* 
NI in lei, percent change 2.8 4.8 +9-10% 
PRODUCTION AND EMPLOYMENT 
Investment (billion lei) 249.3 246.6 255* 
Net ind. production (’79 = 100) 404 421.1 435% 
Net ag. production (’79 = 100) 433 118.6 +6-6.5% 
Electrical power (mill. kwh) 75,478 74,100 75,000* 
Coal (thous. tons) 47,518 51,500 54,000* 
Crude oil (thous. tons) 10,125 10,000* 9,800* 
Methane gas (thous. cubic m) 26,763 25,300 24,000* 
Steel (thous. tons) 14,276 15,000* 15,000* 
Labor force (thousands) 10,669 10,719 10,783* 
of which: agriculture 3,020 2,929 2,850* 
BALANCE OF PAYMENTS 
Exports ($ mill.) (FOB) 11,660 11,100 10,500* 
Imports ($ mill.) (FOB) 9,660 8,300 8,000* 
Trade balance ($ mill.) 2,000 2,800 2,500* 
Current account balance 
($ mill.) 1,326 1,700 1,500% 
Hard currency foreign debt 
(year end, $ mill.) 6,395 5,000 2,800* 
Debt service paid ($ mill.) 1,800* 2,300* 2,500* 
Debt-service ratio as % of 
convertible currency exports 31 41* 50* 
Average exchange rate 
(X = US$1.00): 
primary (commercial) rate 16.15 14.5% N/A 
secondary (tourist) rate 12..38 9.38 9.0% 
U.S.-ROMANIA TRADE (USDOC DATA 
U.S. exports to Romania 
(F.A.S., $ mill.) 251.0 192.6 185 
U.S. imports from Romania 
(C.I.F., $ mill.) 838.8 781.6 765 
Trade balance ($ mill.) -587.8 -589.0 -580.0 
U.S. share of Rom exports (%) 732 7.0% 7.6% 
U.S. share of Rom imports (%) 2.6 2.3% 2.3* 


Principal U.S. exports (1987): soybeans, coal, cattle hides. 

Principal U.S. imports (1987): petroleum products, garments, 
aluminum, furniture, footwear, glassware, hams. 

*Embassy estimate/projection 

**National Income is equivalent to Net Material Product 
(Net National Product minus services). 

All data are official Romanian Government statistics, unless 
otherwise noted. 





-3- 
SUMMARY * 


In 1987 the Romanian economy produced a 40 percent increase in 
the country’s hard-currency trade surplus, but overall 
performance was marred by poor agricultural results and 
lackluster results in other sectors. The growth in the trade 
surplus came at the cost of great sacrifice by the domestic 
economy. A drought depressed production of most summer crops 
as well as winter wheat and barley. Output in most other 
sectors increased but probably at a rate far less than the 
claimed 4.8 percent growth rate in national income. 


The Government of Romania resists the reform movement in 
Eastern Europe and instead seeks to improve performance of the 
existing system. Prospects for improved performance in 1988 
are good only in agriculture. The harvests of wheat and barley 
were 50 percent above their depressed level for 1987. For 
vegetables, except potatoes, the harvest also improved, but 
very hot dry weather reduced production of crops important to 
Romanian exports. Manufacturing production has not reached 
planned levels. 


The GOR has been successful in reducing the country’s external 
debt. The U.S. Embassy in Bucharest estimated Romania’s gross 
debt was approximately $5 billion at the end of 1987; it 
expects this debt to drop below $3 billion by the end of 1988. 
Romania will then attain "net creditor" status, as various 
developing countries owe Romania as much as $3 billion. Even 
so, Romanian financial policy is expected to focus on debt 


repayment until Romania’s debt is fully repaid, either in late 
1989 or in 1990. 


Despite the discouraging macroeconomic prognosis, American 
business may find increased opportunities in Romania as the 
country’s debt repayment program winds down and economic 
priorities are reshuffled. The years of sharp import 
curtailment should be nearly over and Romanian interest in 
purchasing spare parts, raw materials, and new technologies 
should increase, although new imports of consumer goods are not 
expected. Even in the next 2 years potential sales 
opportunities exist for agricultural products, energy 
equipment, electronics and chemical industry equipment. 
Romanian insistence on countertrade is expected to continue, so 
firms able to accept and market Romanian goods will have the 
best access to the Romanian market. 


*This report was prepared in December 1988. 
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Economic Performance Lags But Official Data Obscures Results 


Romanian official economic figures for 1987 claim 4.8 percent 
national income growth. This claim is itself sharply down from 
the officially claimed growth rate of 7.3 percent in 1986. 
However, there is very little data to support the government’s 
1987 growth claim. The Embassy believes actual growth in 1987 
was substantially below the official results. 


In recent years, unorthodox statistical methods and reduced 
disclosure have made Romania’s official economic data difficult 
to accept at face value. Calculations based on comparisons 
with data from previous years yield lower results than the 
government’s claimed growth. Since 1986 a growing number of 
sectoral performance results have been omitted from official 
reports (44 industrial output levels reported in 1985; 14 in 
1986; 3 in 1987). In fact, the 1987 Plan Fulfillment 
Communique, published in February 1988, contained macroeconomic 
results for only 13 areas. The annual statistical yearbook for 
1987, containing 1986 data, shrunk to 127 pages from 395 in 
1986. Western economists have found the sparse official data 
of little use for macroeconomic analysis. Some observers have 
interpreted this as the clearest official comment on the state 
of the economy. 


Even by available official statistics, domestic energy supplies 
showed no improvement in 1987. Supplies may even have 
deteriorated. The fall-off in oil production was only 
partially compensated for by increased lignite production. The 
lignite produced was generally low quality, having an energy 
content barely exceeding that of topsoil. As a result, reports 
of increased coal output should be viewed cautiously. 
Compounding the difficulties in energy in 1987, a summer 
drought lowered water levels in reservoirs and sharply reduced 
hydro electric output. 


Performance so far in 1988 is difficult to document, and 
government pronouncements have only hinted at which sectors of 
industry are underperforming. The Political Executive 
Committee of the Romanian Communist Party met in early October 
to review the economic results for the first 9 months of 1988. 
In a speech to the body, President Ceausescu stated the annual 
plan was underfulfilled for the first 9 months of 1988, and 
called for urgent remedial action to meet plan targets by 
year-end. He also said exports to both East European and 
Western countries were below targeted levels, although they 
were above the 9-month 1987 levels. The President said new 
investments also were below plan targets. 
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No Sign of Reform; Only "Perfecting" Adjustments 


In contrast to the considerable efforts at reform made 
elsewhere in the socialist world, Romania remains a textbook 
example af central planning taken to the extreme. No need for 
reform is acknowledged; all changes are aimed-at "perfecting" 
the system. The government claims Romania led the way in 
economic reform with various self-financing and self-management 
concepts that were adopted nearly a decade ago. 


The "adjustments" adopted in 1987-88 confirm the GOR’s policy 
of perfecting the current system through tighter regulation. 
Various changes in worker bonuses for export production were 
announced and a general increase in wages, including the 
minimum wage, is being implemented. New laws on contracts and 
on the status of socialist enterprises were adopted. These 
hold foreign trade organizations to their contracts but release 
the government from penalties in case of breach of contract. 
President Ceausescu also announced the extension of socialist 
agriculture to areas in the hilly and mountainous regions which 
have been privately farmed. 


Hard-Currency Trade Surplus Grows 


Romania’s officially reported hard-currency trade surplus 
soared to $2.8 billion in 1987, chiefly from a new round of 
import cutbacks combined with some export growth. Export 
expansion, however, appears less important than the relentless 
clampdown on hard-currency imports, a policy already in force 
for several years. The 40 percent higher 1987 hard-currency 
trade surplus provided new resources for the debt repayment 
drive. As hard-currency export receipts were used for debt 
repayments and hard-currency imports, reserves likely did not 
accumulate substantially during 1987 or the first half of 1988. 


Romania’s hard-currency trade in 1987 remained concentrated 
with four major Western partners although some diversification 
was observed. Bilateral trade data from Western sources reveal 
that the United States was Romania’s third largest hard- 
currency export market, measured in dollar terms, in 1987 
(rankings: Italy, Federal Republic of Germany, United States, 
France). The relative importance of the United States fell 
from previous years, when the United States was Romania’s 
number one hard currency export market. The emergence of Italy 
as Romania’s largest hard-currency trade partner is mainly due 
to increased Romanian exports of petroleum products. 


Trade with the "Big Four" accounted for about 81 percent of 
Romania’s reported hard-currency trade surplus in 1987, down 
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from the nearly 93 percent share for this group in 1986. Trade 
data from 9 other trade partners, when added to this total, 
bring the percentage of Romania’s trade surplus “accounted for" 
up to 98.6 percent. The implication is that Romania 
diversified its foreign trade somewhat in 1987, generating a 
larger trade surplus with a broader set of trading partners. 
Further examination of the data for the 13 countries show that 
in aggregate, Romania’s hard-currency exports rose 13.9 percent 
in 1987 while hard-currency imports were slashed 21.2 percent. 
These drastic import cuts affected most of the country’s 
hard-currency trade partners who found their chronic deficits 
with Romania embarrassingly high. Meanwhile, imported raw 
materials, capital equipment, and technology generally were 
unavailable for Romanian industry. 


Foreign Debt Repaid Rapidly 


In 1982 President Ceausescu announced that Romania intended to 
repay its accumulated convertible currency debt in as short a 
time as possible. This policy has been successful; outstanding 
debt has declined steadily. When the crash repayment program 
started, gross hard currency debt (end-1981) was approximately 
$10.5 billion. By the end of 1987, gross debt outstanding was 
approximately $5 billion. Debt repayment accelerated in the 
first half of 1988 as Romania moved to prepay commercial bank 
debt, and by mid-1988 the gross debt was estimated to be under 
$4 billion. The rapid pace of repayments is expected to 
continue; it is possible the debt will be below $3 billion by 
end-1988, making Romania a net creditor. However, the 
government is not banking on its debtors to repay the estimated 
$2.5-$3 billion in debts; Romanian officials have made it clear 
that the debt repayment policy will continue until the country 
reaches zero gross debt. 


Agricultural Difficulties in 1987; Outlook Better in 1988 


Despite the favorable weather in early 1987, an extremely dry 
summer inflicted a heavy toll on Romanian agriculture. The 
Embassy estimates the country produced about 18 million metric 
tons (MT) of grain in 1987, down nearly 25 percent from the 
estimated production in 1986. These estimated results differ 
sharply from both the Plan target (35 million MT) and the 
officially reported results (31.7 million MT). The drought 
held corn production to around 10.5 million MT, while other 
grains totalled around 7.5 million MT. In 1987 the potato crop 
was also hard-hit, resulting in a sharp drop in supplies for 
the population. 
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Conditions in 1988 through the early autumn were more favorable 
for agriculture. Embassy estimates total 1988 grain production 
as high as 23.8 million MT (corn -- 13 million MT, barley -- 
1.8 million MT, and wheat -- 9 million MT). This is a sharp 
improvement over 1987, but still far under the unrealistic 
goals of the Plan. Summer 1988 brought a substantial period of 
hot dry weather which negatively affected the corn crop, 
although perhaps not as severely as in 1987. 


Regardless of weather conditions, Romanian agriculture retains 
a network of centralized production controls along with 
development policies that result in inefficient agricultural 
investment. Expansion of the collectivized sector’s share of 
Romanian agriculture gradually removes highly productive land 
from small, efficient private sector producers and deters 
improvements by existing small farmers which supply a high 
percentage of consumer needs. Incentives for the vast majority 
of farmers in the collectivized sector are minimal, and 
expansion of this sector would compound the problem. In 
addition, the sector suffers from the effects of the country’s 
export drive as large amounts of fertilizers are exported for 
hard currency rather than used at home. The government’s 
emphasis on costly land reclamation projects is also a 
sub-optimal application of available resources. These 
expensive projects yield only small amounts of new arable land 
and carry a high energy cost to keep in operation. 


1988 Plan Continues Previous Direction 


The Economic Plan for 1988 was approved by the Grand National 
Assembly on December 24, 1987, and closely follows the language 
of the 1987 Plan. As the third Annual Plan in the current 
Five-Year Plan (FYP), the 1988 Plan also closely parallels the 
1987 Plan growth rates. But the ambitious goals of the 1986 
and 1987 Plans were not met. In order to meet the goals of the 
Five-Year Plan, the 1988 Plan should target some efforts at 
making up for 1987’s shortfalls. Instead, this year’s Plan 
operates on the presumption that both 1986 and 1987 targets 
have been met. 


The-1988 Plan does not include catch-up measures that would 
make realization of the FYP objectives possible. For 
investment, as an example, the 1988 Plan does not call for 
growth rates sufficient to make FYP goals; the Plan actually 
reduces investment funds by 10.5 percent to 255 billion lei. 
The 1987 investment level, at 285 billion lei, was exactly 
one-fifth of the FYP’s total investment figure. For 1988, the 
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plan says investment is to be shifted away from construction 
projects to industrial projects. Nevertheless, for housing, an 
important construction sector, the target remains as in 1987: 
120,000 apartments. 


The Plan’s indicators appear to lack internal consistency. For 
example, it is difficult to reconcile the 9-10 percent increase 
in national income with the 1.8 percent increase in funds for 
salary payments in 1988. Of the 1.8 percent rise in payments, 
about 0.5 percent can be accounted for by labor force growth. 
As in other socialist countries, wages account for only 
approximately 50 percent of national income. Therefore, wages 
would have a relatively low contribution to growth in national 
income in any case. A low rate of technological innovation 
(especially when not bolstered by technology imports), combined 
with declining investment (down 10 percent for 1988), makes the 
9-10 percent target an unrealistic objective. 


Romania is committed to development policies that continue to 
emphasize heavy industry and infrastructure construction over 
intensive export-oriented investment. The central planning 
process prevents investment resource allocation according to 
market forces. In a period with a global steel glut, for 
example, the government recently renovated and enlarged a huge 
blast furnace at the Galati Steel Works. Even in sectors that 
have generated profitable hard-currency exports in the past, 
investment decisions are made independent of changing 
conditions. Investment in the textile industry continues even 
after suspension of Romania’s Most-Favored-Nation (MFN) tariff 
status for its exports to the United States. Without MFN 
tariff status, it is at least questionable whether Romania can 
maintain high levels of textile exports to the United States. 


Large "prestige" projects consume sizeable engineering 
resources despite apparent low or negative returns on the 
investment. The reconstruction of Bucharest is one example. 
The massive Bucharest-Danube Canal project, intended to make 
Bucharest a river port in the 1990s, is another. Even though 
the Danube-Black Sea Canal (opened in 1984) carries little 
traffic, work on the Bucharest-Danube Canal has gone ahead. 


Although no published statistics can be found to attest to the 
severity of the problem, much of the country’s existing capital 
equipment and infrastructure have been in a state of decay for 
several years. The debt repayment policy is clearly a factor 
in constraining imports of needed spare parts, but this does 
not mean that only imported equipment is being idled. The 
problem of idle plant and equipment was addressed by the 
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Political Executive Committee of the Romanian Communist Party 
in July 1988, when measures were adopted to address the 
problem. Decaying infrastructure is also evident in the road 
network, although transport facilities have not deteriorated 
enough to constrain foreign trade. 


Debt Repayment May Lead to Policy Changes 


In 1990, after Romania’s debt is totally repaid, the government 
will have a number of fresh options for external financial and 
trade policies. The Romanian Government is expected to 
continue to emphasize exports, while holding down imports, in 
order to build foreign exchange reserves. There is no official 
hint of what the Romanian Government considers a prudent level 
of reserves. Officials rule out a measured reduction in 
exports to improve the domestic situation. The Embassy has no 
indication that consumer goods imports are likely once the debt 
is repaid. Romanian officials expect increases in imports of 
sorely needed spare parts, high-technology investment goods, 
and possibly of selected raw materials. 


It is still far too early to expect much detail on the 
direction of the country’s next FYP (1991-95), but Romanian 
officials have told the Embassy that the next FYP will focus on 
modernization of the economy, rather than simply on increasing 
output. Such a policy shift could produce substantial 
opportunity for U.S. firms in some sectors (still unclear as to 
which ones); however, the Embassy expects that the Romanian 
Government would proceed in this direction on a pay-as-you-go 
basis only. Romanian officials have already indicated general 
interest in high-technology imports from the West, but it is 
doubtful that industrial modernization efforts at a level of $2 
billion per year (assuming the country’s export policies are 
unchanged) will be sufficient to modernize an aging stock of 
capital equipment. Without new credits for larger-scale 
capital goods imports, this strategy is likely to show only 
minimal success. 


Near Term Prospects -- Declining International Competitiveness 


While the Romanian Government is likely to be dissatisfied with 
the results obtained halfway through the current FYP (1986-90), 
there is every reason to expect continuation of Romania’s 
strictly socialist system. The high costs of maintaining an 
obsolescent and autarkic industrial structure will probably not 
be addressed. Calls for harder work or personnel reshuffles 
are likely, rather than serious debate about underlying 
economic policies or unrealistic plan targets. It is difficult 
to pinpoint sectors of Romanian industry where international 
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competitiveness is rising; in most sectors the reverse is the 
rule. Mere fulfillment of Plan targets, even if accomplished, 
will do very little to arrest the declining competitiveness of 
Romanian industry or improve efficiency which would require 
extensive structural changes and new incentives for labor. 


Without structural reforms, even a debt-free Romania is 
unlikely to develop more than a handful of internationally 
competitive industries. The system of central planning was not 
effective at allocating investment resources even when the 
credits were flowing freely in the 1970s; there is little 
reason for optimism now or in the future when the planning 
system is even more centralized and policy debates even less 
open. Therefore, Romania’s economic prospects in the 1990s, 
even with the achievement of fully repaid foreign debt, are far 
from encouraging. 


U.S.-Romanian Trade 


In 1987 the value of U.S.-Romanian two-way trade declined by 
10.6 percent compared with 1986, from $1.09 billion to $974.2 
million. U.S. exports decreased by 23.3 percent, from $251 
million to $192.6 million, while Romanian exports declined 6.8 
percent, from $838.8 million to $781.6 million. 


U.S. exports were led by raw materials, including soybeans 
($81.8 million), coal ($47.1 million), and cattle hides ($12.9 
million). Sales of steam turbine and generator parts ($15.5 
million) and chemicals ($10.7 million) were also significant. 


Leading Romanian exports consisted of petroleum products 
($404.1 million), garments ($103.8 million), and aluminum 
($42.8 million). Also significant were exports of machinery 
and transportation equipment ($36.2 million), furniture ($35.8 
million), footwear ($25.7 million), glass and glassware ($19.6 
million), and food ($19.1 million). 


Prospects for U.S. Exports 


The investment structure outlined in Romania’s current FYP 
(1986-90) would suggest that the best potential for U.S. 
exports to Romania during the next 2 years could be in the 
following areas: energy development (nuclear power generation 
equipment, renewable energy technology, deep-strata oil 
drilling, and oil and methane gas recovery), electronics and 
automation (integrated circuits, electronic telephone 
exchanges, industrial robots, and numerically controlled 
machine tools), chemical industry (reagents, additives, 
catalysts, agricultural chemicals, and medical drugs), and food 
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processing and packaging equipment and technology. The sales 
potential of bituminous coal, agricultural products, and other 
raw materials also appears promising. 





In an effort to remedy severe hard currency shortages, Romanian 
foreign trade organizations (FTOs) routinely demand that 
Western suppliers accept as much as 100 percent payment in 
Romanian goods. Such arrangements include barter, 
counterpurchase, product buyback, co-production, joint 
ventures, and third-country cooperation. These arrangements 
were specifically highlighted in the 1986-90 FYP and can be 
expected to continue to play a key role in Romanian foreign 
trade in the years ahead. U.S. firms able to accept 
countertrade or participate in joint ventures will have the 
best access to Romanian markets. 


U.S. importers of Romanian products should be aware that in 
February 1988 Romania renounced its MFN status. Consequently, 
as of July 3, 1988, the United States no longer extends MFN 
tariff treatment to Romanian merchandise, and imports of 
Romanian products are assessed Column 2 duty rates. This has 
made certain Romanian goods less competitive on the U.S. 
market. For more information on Romania’s tariff status, 
interested U.S. firms should contact the Romania Desk Officer 
at the U.S. Department of Commerce (see below). 


U.S. firms making straight sales to Romania should take steps 
to protect themselves against payment delays. Confirmed 
letter-of-credit terms provide the greatest protection to the 
seller. Of other, less desirable arrangements, unconfirmed 
letter-of-credit terms are preferable to cash-against-documents 
or open-account terms. Contracts should also stipulate 
interest payment if the Romanian FTO does not meet its 
obligations on time. 


With appropriate safeguards, American exporters and importers 
have found that the Romanian market can be profitable. U.S. 
firms interested in doing business with Romania should be aware 
that the U.S. Department of Commerce sponsors trade promotion 
events in Romania, including participation in the Bucharest 
International Fair, which is held annually in October. 


For assistance in doing business with Romania, firms should 
contact the Senior Commercial Officer, American Embassy 
Bucharest, APO New York 09213 (telephone (400) 10-40-40; telex 
11416), or the Romania Desk Officer, East European Division, 
Room 3413, U.S. Department of Commerce, Washington, D.C. 20230 
(telephone 202-377-2645). 








